MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — May 16, 2011

Attendance:
Member Present Member Present

J. Bullock Yes R. Larson No
L. Davis Burnham Yes A. Levin No
R. Byrd Yes K. Lewis Yes
J. Casey Yes D. Link No
N. Cook No A. Lubin Yes
T. Cook Yes J. Martin Yes
R. Cordrey Yes C. Morgan Yes
R. Davis Yes W. Oberle No
R. Derrickson Yes J. Polidori No
J. DiPinto No E. Ratledge Yes
F. Dixon Yes T. Shopa Yes
B. Fasy No G. Simpson Yes
C. Flowers No A. Staton Yes
R. Gilligan No D. Swayze Yes
R. Glen Yes A.Visalli No
G. Hindes Yes C. Wicks No
J. Horty Yes D. Williams No
D. Hudson Yes

Members in Attendance: 22
Members Absent: 13

Others Present: N. Adams, E. Benner, K. Callahan, P. Carter, M. Casey,
Z. Chaudhry, J. Craig, C. Erickson, R. Geisenberger, D. Gregor, C. Heiks,
C. Kempista, K. Knight, S. Kubico, S. McVay, B. Motyl, B. Scoglietti and
members of the press.

Opening Business: Mr. Martin called the meeting to order at 3:00 p.m.

Mr. Martin thanked Mr. Cook for providing lunch for the members who attended the
Sub-committee meetings prior to the full Council meeting.

The minutes from the April meeting were approved as submitted.
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Expenditure Subcommittee:

Mr. Ratledge presented the Expenditure Subcommittee’s report.

Mr. Ratledge reviewed the Functional method. He noted that the Fringe Benefit
category has been broken down between Health Care and Other. The Health Care
amount has increased from $218.9 million in FY2010 to an FY2011 estimate of
$256.0 million. Mr. Ratledge stated that this is an area that will be more closely
tracked going forward. Mr. Ratledge also mentioned that Medicaid expenditures had
grown from $428.9 million in FY2010 to an FY2011 estimate of $539.3 million. The
increase is largely attributed to the decrease in federal support from the ARRA
funding. (See Table 1b for complete details.)

Mr. Ratledge reviewed the Balance Sheet estimate. The Reversion estimate remains
at $40.0 million; Encumbered remains at $36.0 million and Continuing is increased
from $168.4 million to $171.3 million (See Table 1a for complete details).

Mr. Ratledge noted that the 9.5% increase in FY2011 expenditures was largely
driven by increases in Salaries and Medicaid costs.

Mr. Ratledge noted that Expenditures as a percentage of Spending Authority is
93.2%, one of the larger numbers seen in recent years.

Mr. Morgan asked how many state workers are there this year compared to last
year. Mr. Ratledge responded the number is roughly the same between the two
years.

A motion was made, seconded and approved to accept $3,369.0 million as the

expenditure estimate for FY2011. This represents a decrease of $2.9 million from
April’s estimate.

Revenue Subcommittee:

Mr. Lewis presented the Revenue Subcommittee’s report.
Economic Outlook

Mr. Craig reviewed the Global Insight May forecast. For FY2011, there has been
little change since April. The real GDP growth rate has been decreased from 2.8% to
2.7%. FY2012 Real GDP growth decreased from 3.1% to 3.0%. This slight
decrease was largely attributed to the lower growth reported for the first Quarter of
CY2011.




DEFAC Minutes May 16, 2011 Meeting Page 3 of 7

Mr. Dixon repeated a cautionary comment that when the accommodating Federal
monetary and fiscal action ceases, the real test of the economy’s strength wiill
occur. He noted that his forecast for GDP growth is about 0.5% below the
consensus outlook. He added that this was not a large enough difference to have a
material impact on the revenue forecast.

Mr. Horty inquired about the type of jobs that are being created during this recovery.
Mr. Dixon responded that one the more unprecedented things in the current
employment expansion is the positive growth in manufacturing jobs. Mr. Ratledge
noted that higher skilled jobs are in greater demand in this recovery.

General Fund Revenues - Fiscal Year 2011:

The Revenue Subcommittee recommended the following updates to April’s
estimates:

FY 2011
Revenue Category Apr-11| May-11| Change
Personal Income Tax 1,154.0 1,174.0 20.0
Abandoned Property 424.0 434.0 10.0
Franchise Tax 622.5 614.5 (8.0)
Insurance Taxes 65.6 70.3 4.7
Gross Receipts Tax 197.0 199.5 2.5
Limited Partnerships & LLC's 156.5 154.3 (2.2)
Other Refunds (58.2) (59.9) (1.7)
Cigarette Taxes 129.5 128.0 (1.5)
Corporate Fees 83.0 81.5 (1.5)
Public Utility Tax 57.5 58.5 1.0
Hospital Board and Treatment 69.7 70.0 0.3

For a complete listing of FY 2011 estimates, see Table 2.

Discussion of FY 2011 Estimates:

Personal Income Tax: Mr. Lewis stated that, while there was continued
strength in Withholding payments, the majority of the increases were
attributed to Estimated payments and Final settlements. He said the strong
stock market, bonus payments and stock options factored into this
increase.

Corporate Franchise Tax: Mr. Lewis attributed the decrease to weaker
tracking.
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Gross Receipts Tax: Mr. Lewis attributed the increase to continued strong
tracking. He noted that it reflects well on the economy when such a broad
based tax is demonstrating improved strength.

Abandoned Property: Mr. Lewis stated that the $70 million “doughnut

hole” which is transferred to special funds is expected to be fully funded
and any additional revenue goes to the General Fund.

Other changes were attributed to tracking.

FY2011 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,524.7 million as the revenue estimate
for FY2011.

The estimate represents an increase of $23.5 million from DEFAC’s April

estimate.

General Fund Revenues - Fiscal Year 2012:

Mr. Lewis reported that the Subcommittee recommended the following

updates to April’s estimates:

FY 2012
Revenue Category Apr-11| May-11| Change
Personal Income Tax 1,231.6 | 1,2563.9 22.3
Lottery 265.8 275.8 10.0
Franchise Tax 634.9 626.8 (8.1)
Insurance Taxes 69.0 70.3 1.3
Gross Receipts Tax 216.7 219.5 2.8
Limited Partnerships & LLC's 162.8 160.5 (2.3)
Corporate Fees 87.2 85.6 (1.6)
Cigarette Taxes 128.2 126.7 (1.5)
Public Utility Tax 59.5 60.5 1.0
Hospital Board and Treatment 68.8 69.1 0.3
Other Revenues 116.6 116.5 (0.1)

For a complete listing of FY 2012 estimates, see Table 2.
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Discussion of FY2012 Estimates:

Personal Income Tax: Mr. Lewis stated that since there had been little
change in the economic outlook, previous growth rates were maintained.

Lottery: Mr. Lewis said that the increase was based on the news that the
opening of the Arundel Mills casino in Maryland has been delayed until
FY2013.

Abandoned Property: Mr. Lewis stated that the baseline estimate of
$500.0 million remains unchanged. The FY2012 estimate reflects $24.0
million that will be transferred to the Transportation Trust Fund.
Insurance Tax: Mr. Lewis said that much uncertainty in this category lead

to reducing the growth rate to 0.0%.

Mr. Lewis reported that all other changes reflected the carrying forward of
changes made in FY2011 and maintaining previous growth rates.

FY 2012 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,651.7 million as the revenue estimate
for FY2012.

The estimate represents an increase of $24.1 million from the April estimate.
Mr. Lewis stated that the FY2013 estimate is $3,761.2 million and represents

growth of 3.0%.

Balance and Appropriations Worksheet: Mr. Gregor presented the balance and
appropriations worksheet. The result of this exercise is attached as Table 3.

Transportation Trust Fund (TTF)

TTF -- Expenditures: Mr. Motyl presented the Transportation Trust Fund’s
expenditure forecast.
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There were no changes made from the April estimate.

A motion was made, seconded, and approved to accept $745.6 million as the
FY2011 TTF expenditure estimate. The estimate represents no change from
the April estimate. (See Table 4.)

Mr. Motyl stated that a special report was presented to the Sub-committee
which outlined the creation and evolution of the Transportation Trust Fund.

Mr. Motyl noted that in 1992 the level of operating Expenditures were 567% of
Revenues. This level rose to 65.0% in 2002 and to 76.0% in the current year.
From this, Mr. Motyl concluded that revenues have been growing more slowly
than expenditures and that amount available for Capital expenditures is being
squeezed. He said that this report will be updated and presented at each
ensuing DEFAC meeting. (See Attachment 1.)

Ms. Davis Burnham raised the issue of outstanding debt to debt payments.

Mr. Motyl stated that in the current year the TTF debt payments exceed the
amount that will be borrowed in the current year.

TTF -- Revenues: Mr. Motyl presented the Transportation Trust Fund’s
revenue forecast.

FY2011 Estimates:

There were no changes made from the April estimate.

A motion was made, seconded, and approved to accept $428.9 million as the
FY2011 revenue estimate. The estimate represents no change from the April
estimate.

FY2012 Estimates:

There were no changes made from the April estimate.

A motion was made, seconded, and approved to accept $439.8 million as the

FY2012 revenue estimate. The estimate represents no change from the April
estimate. (See Table 5)
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Other Business:

Mr. Martin announced the next scheduled DEFAC meeting dates:

There b

sing no further business, Mr. Martin adjourned the meeting at 3:45 p.m.

Respectfully submitted,

James A. Craig
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